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Independent Auditor’s Report

To the Honorable Mayor and
Members of the City Council:

Report on the Financial Statemenis

We have audited the accompanying financial statements of the governmental activities, the business type
activities, each major fund and the aggregate remaining fund information of the City of Chariton, Iowa, (City) as of
and for the year ended June 30, 2014, and the related Notes to Financial Statements, which collectively comprise the
basic financial statements of the City’s primary government as listed in the table of contents,

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in
accordance with the cash basis of accounting described in Note 1. This includes determining the cash basis of
accounting is an acceptable basis for the preparation of the financial statements in the circumstances, This includes
the design, implementation and maintenance of internal contral relevant to the preparation and fair presentation of
financial statements that are free from material misstatement, whether due to fraud or error.

Auditor's Responsibility

, Our responsibility is to express opinions on these fimancial statements based on our aundit. We conducted
our andit in accerdance with U.S. generally accepted auditing standards and the standards applicable to financial
audits contained in Government Auditing Standards, issued by the Comptroller General of the United States. Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free from material misstatement,

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
financial statements. The procedures selected depend on the auditor’s judgment, including the assessment of the
risks of material misstatement of the financial statements, whether due to fraud or error. In making these risk
assessments, the auditor considers internal control relevant to the City’s preparation-and fé’l{ presentation of the
financial statements in order to design audit procedures that are appropriate;ifthy circ] mstaiee$, but not for the
purpose of expressing an opinion on the effectiveness of the City’s intema};[gorf‘,tx}-oj". ‘Actordingly, we.exfitess no
such opinion. An audit also includes evaluating the appropriateness of accounting %apljéi';esgﬁs‘eﬁ-‘éﬁ’d:ihe
- reasonableness of significant accounting estimates made by management, as wg}l"’aé"‘-é"\fal'uating the overall
presentation of the financial statements. '

We believe the andit evidence we have obtained is sufficient and appropriate to provide a basis for our
andit opinions,
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Opinions
Basis for Adverse Opinion on A ggregate Discretely Presented Component Units

The financial statements referred to above do not include financial data for the City’s legally separate
component units. The basis of cash receipts and disbursements require financial data for these component units to
be reported with the financial data of the Ciry's primary government unless the City alsa issues financial statements
for the financial reporting entity that include the financial data for its component units, The City has not issued such
Feporting entity financial statements. The amount by which this departure would affect the receipts, disbursements
and the cash basis balances of the government-wide financial statemem for the omitted discretely presented
component units has not been determined.

Adverse Opinion on Aggregate Discretely Presented Component Units

In our opinion, because of the significance of the matter described in the “Basis for Adverse Opinion on
Apgregate Discretely Presented Component Units” paragraph, the financial statements referred to above do not
present fairly the financial position of the aggregate discretely presented component units of the City as of June 30,
2014, or the changes in financial position thereof for the year then ended in conformity with the basis of accounting
described in Note 1,

Unmodified Opinions

In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective cash basis financial position of the governmental activities, the business type activities, each major fund
and the aggrepate remaining fund information for the primary government of the City as of June 30, 2014, and the
respective changes in cash basis financial position for the year then ended in conformity with the basis of accounting,
described in Note 1,

Basis of Accounting

As described in Note 1, these financial statements were prepared on the basis of cash receipts and
disbursements, which is a basis of accounting other than U.S. generally accepted accounting principles. Our opinion
is not modified with respect to this matter.

Other Matters
Supplementary and Other Information

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise the City’s primary government financial statements. Another auditor previously audited, in accordance

with the standards referred to in the third paragraph of this report, the primary government financial statements for
the nine years ended June 30, 2013 {which are not presented herein) and expressed unmodified opinions on those

- financial statements which were prepared on the basis of cash receipts and disbursements. The supplementary

information included in Schedules 1 through 5 is presented for purposes of additional analysis and is not a required
part of the basic financial statemens.

The supplementary information is the responsibility of management and was derived from and relates
direcily to the underlying accounting and other records used to prepare the primary government financial statements.
Such information has been subjected to the auditing procedures applied in the audit of the primary government
financial statements and certain additional procedures, including comparing and reconciling such information
directly to the underlying accounting and other records used ta prepare the primary government financial statements
or to the primary government financial statements themselves, and other additional procedures in accordance with
LS. generally accepted auditing standards. In our opinion, the supplementary information is fairly stated in all
material respects in relation to the primary government financial statements taken as a whole.



The other information, Management’s Discussion and Analysis and the budgetary comparison information
on pages 8 through 13 and 30 through 31 has not been subjected to the auditing procedures applied in the audit of
the primary government financial staternents and, accordingly, we do not express an opinion or provide any
assurance on it

Other Reporting Reguired by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated February 2,
20135, an our consideration of the City's internal contro] over fnancial reporting and on our tests of ils compliance
with certain provisions of laws, regulations, contracts and grant agreements and other maters. The purpose of that
report js 1o describe the scope of our testing of internal control over financial reporting and compliance and the
results of that testing and not to provide an opinion on the internal control over financial reporting or on compliance.
That report is an integral part of an audit performed in accordance with Government Auditing Standards in
considering the City’s internal control over financial reporting and compliance.

A, im0, 40

FALLER, KINCHELOE & CO., PLC

Des Moines, lowa
February 2, 2015



MANAGEMENT’S DISCUSSION AND ANALYSIS

The City of Chariton (City) provides this Management's Discassion and Analysis of its financial
statements. This narrative overview and analysis of the financial activities is for the fiscal year ended June 30, 2014,
We encourage readers 1o consider this information in conjunction with the City's financial statements, which fotllow.

2014 FINANCIAL HIGHLIGHTS

* Receipts of the City's povernmenial activilies increased 10.1%, or approximately $308,000, from fiscal
year 2013 to fiscal year 2014. Capital grants, contributions and restricted interest increased
approxitmately $388,000, and operating grants, contributions and restricted interest decreased
approximately $114,000.

* Disbursements of the City's governmental activities increased 3.1%, or approximately $103,000, in
fiscal year 2014 from fiscal year 2013, Debt service disbursements decreased approximately $343,000
and culture and recreation, community and economic development and capital projects disbursements
increased approximately $1 15,000, 200,000 and $160,000, respeciively.

* The City's total cash basis net position increased 3.3%, or approximately $198,000, from June 30,
2013 to June 30, 2014. Of this amount, the cash basis net position of the povernmental activities
decreased approximately $39,000 and the cash basis net position of the business type activities
increased approximately $237,000,

USING THIS ANNUAL REPORT
The annual report consists of a series of financial statements and other information, as follows:

Management's Discussion and Analysis introduces the basic financial staternents and provides an
analytical overview of the City's financial activities.

The Government-wide Financial Statement consists of a Cash Basis Statement of Activities and
Net Position. This statement provides information about the activities of the City as a whole and
presents an overall view of the City's finances.

The Fund Financial Statements tell how governmenta) services were fnanced in the short term as
well as what remains for future spending. Fund financial statements report the City's operations in
more detail than the government-wide financial statement by providing information about the
most significant funds,

Notes to Financial Statements provide additional information essential to a full understanding of
the data provided in the basic financial statements.

Other Information finther explains and supporis the financial statements with a comparison of the
City's budget for the year.

Supplementary Information provides detailed information about the non-major governmental
funds and the non-major proprietary funds, and the City’s indebtedness.

_8-



BASIS OF ACCOUNTING

The City maintains its financial records on the basis of cash receipts and disbursements and the financial
statements of the City are prepared on that basis. The cash basis of accounting does not give effect 10 accounts
Teceivable, accounts payable and accrued items. Accordingly, the financial statements do not present financial
position and results of operation of the funds in accordance with U.S. generally accepted accounting principles.
Therefore, when reviewing the financial information and discussion within this annual report, readers should keep in
mind the limitations resulting from the use of the cash basis of accounting.

REPORTING THE CITY'S FINANCIAL ACTIVITIES
Govermment-wide Financial Statement

One of the most important questions asked about the City's finances is, "Is the City as a whole better off or
warse off as a resull of the year's activities?™ The Cash Basis Statement of Activities and Net Position reports
information which helps answer this question.

The Cash Basis Statement of Activities and Net Position present the City's net position. Over time,
increases or decreases in the City's net position may serve as a useful indicator of whether the financial position of
the City is improving or deteriorating.

The Cash Basis Statement of Activities and Net Position is divided into two kinds of activities:

* Governmental Activities include public safety, public works, health and social services, culture and
recreation, community and economic development, general government, debt service, and capital
projects. Property tax and state and federal grants finance most of these activities.

*  Business Type Activities include the sanitary sewer system, solid waste, airport, and storm water.
These activities are financed primarily by user charges.

Fund Financial Statements
The City has two kinds of funds:

1) Governmental funds account for most of the City's basic services. These focus on how money flows into
and out of those funds, and the balances at year-end that are available for spending. The governmental fimds
include: 1) the General Fund, 2) the Special Revenue Funds, such as Road Use Tax, and Local Option Sales Tax
funds, 3) the Debt Service Fund, 4) the Capital Projects Fund and, 5) the Permanent Fund. The governmental fund
financial statements provide a detailed, short-term view of the City's general government operations and the basic
services it provides. Governmental fund information heips determine whether there are more or fewer financial
resources that can be spent in the near future to finance the City's programs.

The required financial statements for povernmental funds are a Statement of Cash Receipts, Dishursements
and Changes in Cash Balances.

2)  Proprietary funds account for the City's Enterprise Funds. Enterprise Funds are used to report business type
activities. The City maintains four Enterprise Funds to provide separate information for the Sewer Fund and the
Solid Waste Fund, considered to be major funds of the City. The Airport Fund and the Storm Water Fund are
considered to be non-major finds of the City.

The required financial statements for proprietary funds are a Statement of Cash Reeeipts, Disbursements
and Changes in Cash Balances.

Reconciliations between the government-wide financial statement and the fund financial statements follow
the fund financial statements.



GOVERNMENT-WIDE FINANCIAL ANALYSIS

Net position may serve over time as a useful indicator of financial position. The City’s cash balance for
governmental activities decreased from a year ago, decreasing from approximately $5.143 million to approximately

$5.104 million. The analysis that follows focuses on the changes in cash basis net position of governmental
activities.

Changes in Cash Basis Net Position of Governmental Activities
{(Expressed in Thousands)

Year Ended June 30,
2014 2013
Receiptis:
Program receipts:
Charges for service b 196 175
Operating grants, contributions and restricted interest 533 647
Capital grants, contributions and restricted interest 411 23
General receipts:
Property tax ' 1,831 1,768
Local option sales tax 329 347
Hotel-Motel tax 31 37
Grants and contributions not restricted
to specific purposes 18 19
Unrestricted interest on investments 3 6
Miscellanecus 5 A 29
Sale of capital assets 3 -
Total receipts 3,360 3,051
Disbursernents:
Public safety 655 671
Public works 654 698
Health and social services 7 5
Culture and recreation 608 489
Community and economic development 238 38
General government 358 333
Debt service 461 804
Capital projects 454 294
Total disbursements 3,435 3,332
Change in cash basis net position before transfers {73) (281)
Transfers, net 36 40
Change in cash basis net position 39 (241)
Cash basis net position beginning of year 5,143 5,384
Cash basis net position end of year & 5104 5,143
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The City’s total receipts for governmental aciivities increased 10.1 %, or approximately $309,000. The
total cost of all programs and services increased approximately $103,000, or 3.1%, with no new programs added this
year. The increase in receipts was the result of an increase in capital grants, contributions and restricted interesi,
The inerease in disbursements is the result of an increase in she culture and recreation and cemmunity and economic
development projects in fiscal year 2014,

The City increased property tax rates for fiscal year 2014. This increase raised the City's property tax
receipts approximately $63,000 from fiscal year 2013 10 fiscal year 2014, Property tax receipts are budgeted 1o
remain relatively the same in fiscal year 2015.

The cost of all povernmental activities this year was approximately $3.435 million compared to
approximately $3.332 million last year. However, as shown on the Statement of Activities and Nei Position on page
15, the amount taxpayers ultimately financed for these activitics was $2.296 million because some of the cost was
paid by those directly benefited from the programs {approximately $196,000) or by other governments and
organizations that subsidized certain programs with prants, contributions and restricted interest (approximately
$944,000). Overall, the City’s povernmental activities receipts, including intergovernmental aid and fees for
service, increased in fiscal year 2014 from approximately $845,000 to approximately $1,140,000, principally due to
increased capital grants, contributions and restricted interest in fiscal year 2014 compared to fiscal year 2013.

Changes in Cash Basis Net Position of Business Type Activities
(Expressed in Thousands)

Year Ended June 30,
2014 2013
Receipts:
Program receipts:
‘Charges for service:
Sewer 3 791 774
Solid waste 23 24
Alrport B3 69
Storm water 66 63
Capital grants, contributions and restricted interest 4 76
General receipts:
Unrestricted interest on investments - 1
Miscellaneous 56 38
Total receipts 1,023 1,045
Bisbursements:
Sewer 603 654
Solid waste 18 13
Airport 97 79
Storm water : 32 ) 18
Total disbursements 750 764
Change in cash basis net position before transfers 273 281
Transfers, net . (36) (40}
Change in cash basis net position 237 241
Cash basis net position beginning of year 930 689
Cash basis net position end of year . $ 1,167 530 .

-11-



Total business type activities receipts for the fiscal year were approximately $1.023 million compared 1o
approximately $1.045 million last year. The decrease was due primarily due to a decrease in capital grants,
contributions and restricted interest in fiscal year 2014, The cash balance increased approximately $237,000 from
the prior year. Total disbursements for the fiscal year decreased 1.8% to approximately $.75 million.

INDIVIDUAL MAJOR GOVERNMENTAL FUND ANALYSIS

As the City completed the year, its governmental funds reported & combined fund balance of $5,100,531, a
decrease of more than $37,000 below last year’s total of §5,138,056. The following are the major reasons for the
changes in fund balances of the major funds from the priar year,

* The General Fund cash balance increased by $108,477 from the prior year to $878,091. The City has
been watching the General Fund very close in order to stabilize the balance in this fund.

*  The Special Revenue, Road Use Tax Fund cash balance decreased by $37,812 from the prior year to
£193. This decrease was just due to spending mare from this fund in fiscal year 2014.

= The Special Revenue, Local Option Sales Tax Fund cash balance decreased by $143,961 during the
fiscal year to a total of §1,174,650. This decrease in cash is due to increased capital project costs
incurred in this fund in fiscal year 2014.

*  The Special Revenue, Employee Benefits Fund cash balance increased by £63,027 from the prior year
to $288,082. In the fiscal year, the City just levied more than related costs incurred in this fund.

*  The Debt Service Fund cash balance decreased by 20,145 during the fiscal year to a total of
$1,967,613. This decrease was due to the use of reserve funds to cover the required debt service.
$1,952,221 in funds are being held in escrow which will be used to call bonds in fiscal year 2015,

INDIVIDUAL MAJOR BUSINESS TYPE FUND ANALYSIS

» The Enterprise, Sewer Fund cash balance increased by $203,223 to $695,792, due to fewer capital
project costs incurred in fiscal year 2014 compared to fiscal year 2013.

¢ The Enterprise, Solid Waste Fund cash balance increased by $5,389 to $433,693, due primarily to the
need to continue to develop reserves to an adequate level to address upcoming capital expenditures.

BUDGETARY HIGHLIGHTS

During the course of the year, the City amended its budget one time. The budget was amended because of
equipment purchases and capital projects which were greater than originally anticipated. The City had sufficient
cash balances to absorb these additional costs.

The City's receipts were $1,147,417 less than budgeted. This was primarily due to the City receiving less
intergovernmental and charges for services receipts than anticipated, even after the budget amendments.

Even though the City did not go over budget in tota, disbursements in the health and social services
function were $17 more than the amended budget amount.



DEBT ADMINISTRATION

Al June 30, 2014, the City had approximately $3,222,000 in bonds and other long-term debt outstanding,
compared to approximately $5,568,000 last year, as shown below.

Outstanding Debt at Year-End
(Expressed in Thousands)

June 30,
2014 2013
General obligation bonds and notes § 4,500 4,780
Revenue bonds 686 718
T.ease purchase apreement 36 70
Total § 53222 5,568

Debt decreased as a result of retiring debt in the fiscal year.

The amount of general obligation debt a political subdivision of the State of Towa can incur is controlled by
constitutional debt limit, which is an amount equal to 5% of the actual value of property within the corporate limits,
taken from the last county tax list. The City's debt limit, based upon said valuation, amounts to the following:

Actual Value of Property, 2012 ¥ 149,827,821

Debt Limit 5%

¥ 7,491,391

The City’s outstanding general obligation debt of $4,500,000 is below the constitutional debt limit of
$7,491,391.

ECONOMIC FACTORS AND NEXT YEAR’S BUDGETS AND RATES
The City’s elected and appointed officials and citizens considered many factors when setting the fiscal year

2015 budget, tax rates, and fees that will be charged for various City activities, One of those factors is the economy
and the rising costs of employee benefits.

These indicators were taken into account when adopting the budget for fiscal year 2015. Amounts available
for appropriation in the operating budget are approximately $7.0 million, keeping in line with 2014 budget year.

CONTACTING THE CITY'S FINANCIAL MANAGEMENT
The financial report is designed to provide our citizens, taxpayer, customers, and creditors with a general
overview of the City's finances and to show the City's accountability for the meney it receives. If you have

questions about this report or need additional financial information, contact Ruth A. Ryun, City Clerk, 115 South
Main Street, Chariton, Towa 50049.
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Primary Government Financial Statements
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Functions / Programs:
Governmentzl netivities:
Public safety
Public works
Heaith and social services
Culture pad recrention

Community and economic development

General governmen
Debt service
Capitnl projects

Total governmental activities

Business ype activities:
Sewer
Solid wasze
Airport
Storm water

Total business type netivities

Total

Genernl Reeeipts and ‘Transfers:

Propesty and other city tax levied for:

General purposes

Debt service
Local option sales tax
Hotel-Motel tsx

City of Chariton

Cash Basis Statement of Activities and Net Position

As of and for the year ended June 30, 2014

Exhibit A&

Net (Disbursements) Receipts and

Grants end contributions not restricted 1o specific purposes

Unrestricted intercst on investments

Mistellaneous
Sale of cupital nssets
Trunsfers

Total generl receipts end tronsfers

Change in cash bosis net position

Cnsh basis net position beginning of year

Cash basis net position end of yeer

Cuash Basis Net Position
Restricted:
Nonexpendable:
Cemetery perpetunl care
Expendable;
Insurance
Community center
Debt service
Streets
(iher pusposes
Linrestricted

Totnd eash basis net position

Se¢ notes 1o financial statements.

Progrem Receipts Changes in Cansls Basis Net Assets
Ogerating Capilal
Granzs, Granis,
. Connibutions *  Contributions
Charges for  and Resmicted  ond Restricted  Governmental Business Type
Dishursements Service Initerest Interest Activities Activities Total

k3 655,109 4010 38,896 69,345 (542,858} - (542,858)
654,393 48,936 444 572 15,841 (145,044) - (145,044)
7817 N - - (7,417) - (7,417)
607,839 £20,702 35,971 76,205 (374,961) - (374,961)
237,931 - - 146,142 (91,791) - (91,791)
337,612 22,602 7,614 28752 (298,644) - (298,644)
451,016 - 5,901 - {455,115) - (455,115)
454,448 - - 74,331 {380,117 - (380,117
3,435,767 196,250 532,954 410,616 (2,295,547} - (2,295 047y
601,058 790,755 - 4,047 - 191,744 191 742

18,342 23,430 - - - 5,088 5,088
97,057 83235 - - - {13,822) (13,829)

31,674 65,417 - - - 33,743 33,743

750131 562,837 - 4,047 - 216,753 216,753
$ 4185898 1,159,087 532,554 . 414,663 {2,295,947) 216,753 (2,079,154

& 1,395,946 . 1,395 946

434,710 - 434,710

329,448 - 325 448

31,002 - 31,002

18,343 - 18,343

3319 272 3,381

5,200 56,010 61,210

2,550 - 2,550

36,209 (36,209) -

2,256,727 20,073 2,276,800

{39,220) 236,826 197,606

5,143,273 929,742 6,073,015

3 5,104,053 1,166,568 6,270,62)

by 215,766 - 215,766

18,881 - 1R, 881

98,943 - 98,943

1,567,613 15,263 1,982 876

193 - 193

2,044,114 - 2,044,114

758,543 1,151,305 1,500 B4R

$ 5,104 033 1,166,568 6,270 621

-15-




Receipts:
Properiy tax
Other city tax
Licenses and permits
Use of money and property
Intergovernmental
Charges for service
Misceilaneous
Total receipts

Disbursemenis:
Operating:
Public safety
Public works
Healih and social services
Culture and recreation
- Community and economic development
General government
Debt service
Capital projects
Totel disbursements

Excess (deficiency) of receipts
over (under) dishursements

Other financing sources {uses):
Sale of capital assets
Operating transfers in
Operating transfers out

Total other financing
sources (uses)

Change in cash balances
Cash balances beginning of year
Cush balances end of year

Cush Basis Fund Balances
Nonspendable:

Cemetery perpetual care
Restricted for:

Insurance

Comununity center

Debt service

Streets

Other purposes
Assigned
Unassigned

Total cesh hasis fimd balances

See notes (o finencial statements.

City of Chariton

Exhibit B
Statement of Cash Receipts, Disbursements
and Changes in Cash Balances
Governmental Funds
As ofand for the year ended June 30, 2014
Special Revenue
Local
Road Use Option Employee Debit
General Tax Sales Tax Benefitg Service Nonmajor Tatal
8 917,544 - - 373,020 420,126 - 1,710,690
123,476 - 329,448 12,908 14,584 - 480,416
20,280 - - - - - 20,280
16,926 - 1,097 - 6,161 338 24,522
160,882 431,468 4,052 - - 143,540 739,942
118,037 - - - - - 118,037
229,436 - 492 5,202 - 28,771 263,901
1,586,581 431,468 335,080 391,130 440 871 172,649 3,357,788
535,894 - - 115,035 - - 654,929
95,971 469,280 - 88,777 - - 654,028
7417 - - - - - 71.417
543,830 - - 63,912 - 37 607,779
58,595 - - - - 179,338 237,933
302,143 - - 54,379 - - 356,522
- - - - 461,016 - 461,016
48,748 - 388,935 - - 16,765 454,448
1,592,598 469,280 388,935 326,103 461,016 196,140 3,434,072
(6,017) {37,812) (33,846) 63,027 (20,145) {23,491) {76,284)
2,530 - - - - - 2,550
145,929 - 33,985 - - 14,380 194,294
(33,985) - (124,100) - - - (158,085)
114,494 - (80,115) - - 14,380 38,759
108,477 (37,812)  (143,961) 63,027 (20,143) (5,111) (37,525
769,614 _ 38005 1,318,611 223,055 1,987,758 801,013 5,138,056
$ B78,091 193 1,174,650 288,082 1,967,613 791,902 5,100,531
3 - - - - - 215,766 215,766
18,881 - - - - - 14,881
98,548 - - - - - 03,948
- - - - 1,967,613 - 1,967,613
- 193 - - - - 193
- - 1,174,650 288,082 - 581,382 2044114
667,982 - - - - - 667582
52,280 - - - - (5,246) 87,034
5 878,091 193 1,174,650 288,082 1,967,613 791,902 5,100531
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City of Chariton

Exhibit C
Recenciliation of the Statement of Cash
Receipts, Disbursements and Changes in Cash Balances
to the Cash Basis Statement of Activities and Net Position -
Governmenial Funds

As of and for the year ended June 30, 2014
Total governmenial funds cash balances {page 16) 5 5,100,531
Amounts reported for governmental activities in the Cash Basis Staternent
of Activities and Net Position are different because:
The Internal Service Fund is used by management to charge the costs of
the City’s central fuel faciltiy to individual funds. A portion of the
cash balance of the Internal Service Fund is included in governmental
activities in the Cash Basis Statement of Activities and Net Position. 3,522
Cash basis net position of governmental activities (page 15) $ 5,104,053
Change in cash balances (page 16) 5 {37,525)
Amounts reported for povernmental activities in the Cash Basis Statement
of Activities and Net Position are different because:
The Internal Service Fund is used by management to charge the costs of
the City's.central fuel facility to individual funds. A portion of the
«change in'the cash balance of the Internal Service Fund is reported
with governmental activities in the Cash Basis Statement of Activities
and Net Position, (1,695)
Change in cash basis net position of governmental activities {page 15) T3 {39.220)

See notes to financial statements.
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City of Chariton

Exhibit D
Statement of Cash Receipts, Disbursements
and Changes in Cash Ralances
Proprietary Funds
As of and for the year ended June 30, 2014
Internal
Enlerprise Service
Central
Sewer Solid Waste Nonsmajor Total Fuel
Operating receipts:
Use ol maney and property 5 - 272 42,002 42,274 -
Charges for service 790,735 23,430 106,650 920,835 291,061
Tatai operating receipts 790,755 23,702 148,652 963,109 291,061
Operating disbursements:
Governmental activities:
Public safety - - - - 15,614
Public works - - - - 31,743
Culture and recreation - - - - 5,231
General government - - - - 231,420
Business type activities 548,644 18,342 128,808 695,794 7,750
Total aperating disbursements 548,644 18,342 128,808 655,794 291,758
Excess (deﬁciency} of operating receipts over
{under) operating disbursemenits 242,111 5,360 19,844 267,315 {697)
Non-operating receipts (disbursements):
Intergovernmental 4,047 - - 4,047 -
Miscellaneous 48,609 29 7,372 56,10 -
Debt service (33,335) - - (55,335) -
Net non-operating receipts (disbursemenis) (2,679) 29 7,372 4,722 -
Excess (deficiency) of receipts over (under) disbursemenis 239,432 5,389 27,216 272,037 (697)
Other financing sources {uses):
Operating transfers put (36,209 - - (36,208) -
Total other financing sources (uses) {36,209) - - (36,209) -
Change in cash bzlances 203,223 5,389 27216 233,828 (6971
Cash balances beginning of year 492,569 428,304 0,341 930,214 4,745
Cash balances end of year 5 695792 433,693 36,557 1,166,042 4.048
Cash Basis Fund Balances
Restricted for debt service 5 15,263 - - 13,263 -
Unrestricted 680,529 433,603 36,557 1,150,779 4,048
Totn] cash basis fund balances 5 695792 433,693 36,357 1,166,042 4,048

See notes to financial statements,

-18-



City of Chariton
Reconciliation of the Statemeni of Cash
Receipts, Disbursements and Changes in Cash Balances
to the Cash Basis Statement of Activities and Net Position -
Proprietary Funds

As of and for Lhe year ended June 30, 2014

‘Tuotal enterprise funds cash balances (page 18)

Amounts reported for business type activities in the Cash Basis Statement
of Activities and Net Position are different because:

The Internal Service Fund is used by management to charge the costs of
the City's central fuel faciltiy to individual funds. A portion of the

cash balance of the Internal Service Fund is included in business

type activities in the Cash Basis Statement of Activities and Net Position.

Cash basis net position of business type activities (page 15)

Change in cash balances (page 18)

Amepunis reported for business type activities in the Cash Basis Statement
of Activities and Net Position are different because: '

The Internal Service Fund s used by managemenit to charge the costs of
the City's central fuel facility to individual fands. A portion of the
change in the cash balance of the Internal Service Fund is reported
with business type activities in the Cash Basis Statement of Activities
and Net Position.

Change in cash basis net position of business type activities (page 15)

See notes to financial statements.
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City of Chariton
Notes to Financial Statements

June 30, 2014

Summary of Significant Accounting Policies

The City of Chariton (City) is a political subdivision of the State of lowa Iocated in Lucas County. It
operates under the Home Rule provisions of the Constitution of lowa. The City operates under the Council-
Manager form of government with the Council Members elected on a non-partisan basis. The City provides
numerous services to citizens including public safety, public works, health and social services, culture and
recreation, community and economic development, and general governmental services. The City also
provides sewer, storm water, and airport services for its citizens.

A. Reporting Entity

Except as discussed below, for financial reporting purposes, the City has included all funds, .
organizations, agencies, boards, commissions and authorities. The City has also considered all
potential component units for which it is financially accountable, and other organizations for which the
nature and significance of their relationship with the City are such that exclusion would cause the
City’s financial statements to be misleading or incomplete. The Governmental Accounting Standards
Board has set forth criteria to be considered in determining financial accountability. These eriteria
include appointing a voting majority of an organization’s governing body, and (1) the ability of the
City to impose its will on that orpanization or (2) the potential for the organization to provide specific
benefits to, or impose specific financial burdens on the City.

These financinl statements present the City (the primary government) and exclude the City’s
component units. The component units discussed below are not included in the City's reporting entity
. although its operational or financial relationship with the City is significant.

Excluded Component Units

The Chariton Municipal Waterworks was established under Chapter 388 of the Code of lowa, is legally
separate from the City, but has the potential to provide specific benefits to or impose specific burdens
on the City. The Municipal Waterworks is governed by a three-member board appointed by the Mayor
and approved by the City Council. The Waterworks’ operating budget is subject to the approval of the
City Council. Complete financial statements of the componemt unit, which will issue separate financial
statements, can be obtained from the Municipal Waterworks administrative office.

The Chariton Volunteer Fire Department was establishad under Chapter 504 of the Code of Towa, is
legally separate from the City, but has the potential to provide specific benefits to or impose specific
financial burdens on the City. The purpose of the Chariton Volunteer Fire Department is to support the
activities of the Chariton, Towa fire department.

The Chariton Public Library Foundation was established under Chapter 504 of the Code of Towa, is
legally separate from the City, but has the potential to provide specific benefits to or impose specific
financial burdens on the City. The purpose of the Charitan Public Library Foundation is to support the
activities of the Chariton, lowa public library, '

Jointly Goyerned Organizations

The City also participates in several jointly governed organizations that provide goods or services to
the citizenry of the City but do not meet the criteria of a joint venture since there is no ongoing
financial interest or responsibility by the participating governments. City officials are members of the
following boards and commissions: Lucas County Assessor’s Conference Board, South Central Iowa
Solid Waste Commission and the Chariton Area Develapment Corporation.
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Related Organization

The City Council members are also responsible for appointing the members of the Low Rent Housing
Board, but the City’s accountability for this organization does not extend beyond making the
appointments.

Basis of Presentation

Government-wide Financial Statement - The Cash Basis Statement of Activities and Net Position
reports information on all of the nonfiduciary activities of the City. For the most part, the effect of
interfund activity has been removed from this statement. Governmental activities, which are sipported
by tax and intergovernmental revenues, are reported separately from business type activities, which
rely to a significant extent on fees and charges for service.

The Cash Basis Statement of Activities and Net Pasition presents the City’s nonfiduciary net position.
Net position is reported in the following categories/compenents:

Nonexpendable restricted net position is subject to externally imposed stipulations which
require the cash balance to be maintained permanently by the City, including the City’s
Permanent Fund. :

Expendable restricted net position resulls when constraints placed on the use of cash balances
- are either externally imposed or imposed by law through constitutional provisions or enabling
legislation. Enabling lepislation did not result in any restricted net position.

Unrestricted net position consists of cash balances not meeting the definition of the preceding
categories. Unrestricted net position is often subject to constraints imposed by management
which can be removed or modified.

The Cash Basis Statement of Activities and Net Position demonsirates the degree to which the direct
disbursements of a given function are offset by program receipts. Direct disbursements are those
clearly identifiable with a specific function. Program receipts include 1) charges to customers or
applicants who purchase, use or directly benefit from goods, services or privileges provided by a given
function and 2) grants, contributions and interest on investments restricted to meeting the operational
or capital requirements of a particular function. Property tax and other items not properly included
among program receipis are reported instead as general receipts.

Fund Financial Statements ~ Separate financial statements are provided for governmental funds and
proprietary funds. Major individual governmental fands and major individual enterprise fands are
reported as separate columns in the fund financial statements. All remaining governmental funds and
proprietary funds are aggregated and reported as nonmajor governmental funds and nanmajor
proprietary funds.

The City reports the following major governmental funds:

The General Fund is the general operating fund of the City. All general tax receipts from general
and emergency levies and other receipts not allocated by law or contractual agreement to some
other fund are accounted for in this fund. From the fund are paid the general operating
disbursements, the fixed charges and the capital improvement costs that are not pajd from other
funds.

Special Revenue:

The Road Use Tax Fund is used to account for the road use tax allocation from the State
of Towa to be used for road construction and maintenance.

The Local Option Sales Tax Fund is used to account for the local option sales tax
collections to be used for the operation and maintenance of the municipal swimming
pool, along with infrastructure improvements including street, sanitary sewer, storm
water and park improvements.
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The Employee Benefits Fund is utilized 10 account for property 1ax and other receipts lo
be used for the payment of employee benefits.

The Debt Service Fund is utilized to account for property tax and other receipts to be used for
the payment of interest and principal on the City's general long-term dehl.

The City reports the following major proprietary funds:

The Enterprise, Sewer Fund accounts for the operation and maintenance of the City’s wasle
water treatiment and sanitary sewer sysiem.

The Enterprise, Solid Waste Fund accounts for the operation and maintenance of the City’s
closed landfill.

Measurement Focus and Basis of Accounting

The City maintains its financial recards on the basis of cash receipts and disbursements and the
financial statements of the City are prepared on that basis. The cash basis of accounting does not give

. effect to accounts receivable, accounts payable and accrued items. Accordingly, the financial
statements do not present financial position and results of operatjons of the funds in accordance with
U.S. generally accepted accounting principles.

Under the terms of grant agreements, the City funds certain programs by a combination of specific
cost-reimbursement grants, categorical block granis and general receipts. Thus, when program
disbursements are paid, there is both restricted and unrestricted cash basis net position available to
finance the program. It is the City’s policy to first apply cost-reimbursement grant resources to such
programs followed by categorical block grants and then by general receipts.

When a disbursement in governmental funds can be paid using either restricted or unrestricted
resources, the City’s policy is penerally to first apply the disbursement toward restricted fund balance
and then to less-restrictive classifications — commitied, assigned and then unassigned fund balances.

Proprietary funds distinguish operating receipts and disbursements from non-cperating items.
Operating receipts and disbursements generaily result from providing services and producing and
delivering goods in connection with proprietary fund’s principal ongoing operations. All receipts and
disbursements not meeting this definition are reported as non-operating receipts and disbursements.

Govemmental Cash Basis Fund Balances

In the governmental fund financial statements, cash basis fund balances are classified as follows:

Nonspendable — Amonnts which cannot be spent because they are legally or contractually
required to be maintained intact,

Restricted ~ Amounts restricted to specific purposes when constraints placed on the use of the
resources are either externally imposed by creditors, grantors, or state or federal laws or
imposed by law through constitutional provisions ar enabling legislation,

Assigned — Amounts the City Council intends to use for specific purposes,

Unassigned — All amounts not included in the preceding classifications.

Budpets and Budgetary Accounting

‘The budgetary comparison and related disclosures are reported as Other Information. During the year
ended June 30, 2014, disbursements exceeded the amounts budgeted in the health and social services
function,
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Cash and Pooled Investments

The City’s deposits in banks at June 30, 2014 were entirely covered by federal depository insurance or by
the State Sinking Fund in accordance with Chapter 12C of the Code of lowa. This chapter provides for

additional assessments against the depositories to insure there will be no loss of public funds.

The City is authorized by statute to invest public funds in the obligations of the United States government,
its agencies and instrumentalities; certificates of deposit or other evidences of deposit at federally insured
depository institutions approved by the City Council; prime eligible bankers acceptances; certain high rated
commercial paper; perfecied repurchase agreements; certain registered open-end management investment
companies; certain joint investment trusts: and warrants or improvement certificates of a drainage district.

At June 30, 2014, an escrow agent held U.S. Treasury notes for the City with a carrying amount and fair
value of $1,952,221 which mature in June 2015.

During the fiscal year, the City also owned corporate stock. At June 30, 2014, the City had disposed of this

corporate stock. Corporate stock is not an allowable investment according to the Code of Iowa.

Bonds and Notes Payable

Annual debt service requirements to maturity for general obligation bonds and notes, and the revenue
bonds are as follows:

General Obligation

Year Ending Bonds and Notes Revenne Bonds Total

June 30, Principal Interest Principal Interest Principal Interest
2015 $2,205,000 134,770 33,000 20,580 2,238,000 155,350
2016 325,000 43 450 34,000 12,520 359,000 63,040
2017 330,000 39,400 36,000 18,570 366,000 537,970
2018 340,000 32,300 37,000 17,490 377,000 50,290
2019 250,000 26,000 38,000 16,380 288,000 42,380
2020 235,000 21,000 39,000 15,240 294,000 36,240
2421 260,000 15,900 40,000 14,070 300,000 29.970
2022 265,000 10,700 42 000 12,870 307,000 23,570
2023 270,000 5,400 43,000 11,610 313,000 17,010
2024 - - 45,000 10,320 45,000 10,320
2025 - - 46,000 8,970 46,000 8,970
2026 - - 47,000 7,580 47.000 7,590
2027 - - 49,000 6,180 49,000 6,180
2028 - - 51,000 4710 51,000 4,710
2029 - - 52,000 3,180 52,000 3,180
2030 - - 54,000 1,620 54,000 1,620
$4,500,000 329,420 686,000 188,970 5,186,000 518,390

General Oblization Refunding Notes

In June 2012, the City issued $2,070,000 of general obligation corporate purpose and refunding bonds,
Series 2012A, with interest rates ranging from 1.00% - 2.00%, for a crossover refunding of a portion of the
general obligation corporate purpose and refunding bonds issued September 15, 2008.
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The City entered into an escrow agreement whereby the proceeds from the general obligation corporate
purpase and refunding bonds were converted into U.S. government securities. These securities were placed
in an escrow account for the express purpose of paying the $1,920,000 principal on the refunded peneral
obiigation corporate purpese and refunding bonds when they become callable on June 1, 2015 and the
interest from December 1, 2012 to and including June 1, 2015 on the general obligation corporate purpose
and refunding bonds. Afier the principal and interest on all of the outstanding bonds have been paid, any
remaining funds in the escrow account, together with any interest thereon, shall be returned to the City. The
transactions and balances of the escrow account are recorded by the City since the refunded debt is not
considered extinguished.

Sewer Revenue Bond (Series 2009-A) — On January 13, 2010, the City eniered into a State Revalving Fund
loan and disbursement agreement with the lowa Finance Authority, the lowa Department of Natural

Resources and the Wells Fargo Bank lowa, N.A. (trustee) for the issuance of a $808,000 sewer revenue
bond with interest at 3.00% per annum. The agreement also requires the City to annually pay a .25%
servicing fee on the outstanding principal balance. The bond was issued pursuant to the provisions of
Chapter 384.24A and 384.83 of the Code of Towa for the purpose of paying the costs of construction,
improvement and extensions to the municipal wastewater system. The funds were drawn down by the City
from the Trustee upon request to reimburse the City for costs as they were incurred. An initiation fee of

- 1% of the authorized borrowing for the sewer revenue bond was charged by Wells Fargo Bank Iowa, N.A.

The total initiation fee was withheld in fiscal year 2010 by the bank from the first proceeds of the sewer
revenue bond drawn down by the City. :

The City has pledged future costomer wastewater customer receipts, net of specified operating
disbursements, to repay $808,000 in a sewer revenue bond issued in 2010. The bond is payable solely from
wastewater customer net receipis and is payable through 2030. Annual principal and interest payment on
the bond is expected to require less than 23% of net receipts. The total principal and interest remaining to
be paid on the bond is $874,970. For the current year, principal and interest paid and total customer net
receipts were $55,343 and $242,111, respectively,

The reselutions providing for the issuance of the wastewater revenue bonds include the flowing provisions:

(2) The bond will enly be redeemed from the future earnings of the City and the bond holder
holds a len on the future earnings of the funds.

(b) The City shall establish a rate to be charged to customers in order to produce gross revenues
at least sufficient to pay expenses of the operation and maintenance of the Utility, and to leave
a balance of net revenues equal to at least 110% of the principal and interest of al] outstanding
bonds and notes due in the fiscal year.

(c) Monthly transfers of 1/6 of the installment of interest next due and 1/12 of installment
principal due shall be made to a wastewater revenue bond and interest sinking account.
Monies in this fund are to be used solely for the purpose of paying principal and interest on
the bond.

{d) All funds remaining after payment of all maintenance and operating expenses and the
transfers to the restricted account noted above can be used to pay for extraordinary repairs or
replacements to the sewer system, may be used to pay or redeem any bonds, and then can be
used for any lawful purpose,

Lease Purchase Agreement
On June 1, 2011, the City entered into a lease-purchase agreement to lease a street SWeeper.

In May, 2011, the City passed a resolution which stated the City pledges the full faith and credit of the City
for payment of the amounts due on this lease agreement. As a result of this resolution, the City levied a
debt service levy to pay the lease payment due in fiscal year 2014 from the Debt Service Fund. However,
in June, 2011, the City signed an agreement with the lease finance company which stated that the lease
payments arc payable from the General Fund of the City. :
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On June 1, 2015, there is ane lease payment of $36,713 due, of which $35,648 is principal and $1,065 i
interest. This lease purchase is scheduled to be paid off on June 1, 2013.

Payments under lease-purchase agreement totaled $36,713 during the year ended June 30, 2014.
Operating Lease Agreement

The City is leasing a copy machine for $195 per month. As of June 30, 2014, tolal foqure payments in
relation to this lease are $3,900, of which $2,340 is due during the vear ended June 30, 2015 and $1,560 is
due during the year ended June 30, 2016, at which time the operating lease will expire.

Total rent expense during the fiscal year on this operating lease agreemenl was $2,340.
Pensien and Retirement Benefits

The City contributes to the lowa Public Employees Retirement System (IPERS), which is a cost sharing
multiple-employer defined benefit pension plan administered by the State of Towa. IPERS provides
retirement and death benefits which are established by state statute to plan members and beneficiaries.
IPERS issues a publicly available financial report that includes financial statements and required
supplementary information. The report may be obtained by writing to IPERS, P.0. Box 9117, Des Moines,
Towa 50306-9117.

" Most regular plan members are required to contribute 5.95% of their annual covered salary and the City is

required to contribute 8.93% of covered salary. Certain employees in special risk occupations and the City
contribute an actuarially determined contribution rate. Contribution requirements are established by state
statute. The City's contributions to IPERS for the years ended June 30, 2014, 2013 and 2012 were $79,255,
574,920 and $83,049, respectively, equal to the required contributions for each year.

. Other Postemployment Benefits (OPER)

Plan Description — The City operates a single-employer health benefit plan which provides
medical/prescription drug benefits for employees, retirees and their spouses. There are 14 active and no
retired members in the plan. Retired participants must be age 55 or older at retirement.

The medical/prescription drug benefits are provided through a fully-insured plan with United Healthcare.
Retirees under age 65 pay the same premium for the medical/preseription drug benefit as active employees.

Funding Policy — The contribution requirements of plan members are established and may be amended by
the City. The City currently finances the benefit plan on a pay-as-you go hasis. The most recent active
member monthly premiums for the City and the plan members are $494 for single coverage, $1,001 for
employee/spouse coverage, $945 for employee/dependent coverage, and $1,465 for family coverage. For
the year ended June 30, 2014, the City contributed $112,979 and plan members eligible for benefits
contributed $39,170 to the plan.

Compensated Absences

City employees accumulate a limited amount of eamed but unused vacation, overtime, holiday and sick
leave time hours for subsequent use or for payment upen termination, retirement or death, These
accumulations are not recognized as disbursements by the City until used or paid. The City’s approximate
liability for earned vacation, overtime, holiday and sick leave time payable to employees at June 30, 2014,
primarily relating to the General Fund is as follows:
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Type of Benefit Amount

Vacaiion, overtime and holiday b3 80,253
Sick leave 150,210
Toal £ 230,463

The liability has been computed based on the rates of pay in effect at June 30, 2014.
)] Deferred Compensation Plan

The City offers its employees a deferred compensation plan created in accordance with the provisions of
Internal Revenue Code Section 457. The plan, available to the police department and the City Manager,
allows those employees to defer a portion of their current salary until future years. The employee becomes
eligible to withdraw funds upon termination, retirement, death or unforeseeable emergency. The City
provides neijther administrative service to the plan nor investment advice for the plan.

The contributions made by the City for the year ended June 30, 2014 were $16,936.

(10)  Interfund Loan
During the year ended June 30, 2012, the Special Revenue, Library Endowment Fund loaned $73,000 to
the Enterprise, Sewer Fund. The purpose of this loan was to provide funds to the Enterprise, Sewer Fund 1o
make improvements to the City’s sanitary sewer system. The loan is to be repaid in semi-znnual payments
of §7,604.50 including interest at 1.50% per annum. The balance of the loan at June 30, 2014 was $44,453.
‘Total principal and interest paid during the year was 515,209,

(an Interfund Transfers

The detail of interfund transfers for the year ended June 30, 2014 is as follows:

Transfer to Transfer from Amonnt

General Special Revenue:

Local Option Sales Tax  § 124,100
Enterprise:
Sewer 21,829
145,929
Special Revenue:
Local Option Sales Tax General 33,985
Special Revenue: Enterprise: _

Library Endowinent Sewer 14,380
5 194,294

Transfers generally move resources from the fund statutorily required to collect the resources to the fund
statutorily required to disburse the resources.

(12) Related Party Transactions

The City had business transactions between the City and City officials tolaling $18,280 dunng the year
ended June 30, 2014,
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Deficit Fund Balances

At June 30, 2014, the City had deficit balances as follows:

Fund Asnount

Special Revenue, Tax Increment Financing Fund ¥ 37246
Enterprise, Airport Fuad 52,119

The Special Revenue, Tax Increment Financing Fund deficit oceurred because costs were incurred prior to
tax collections to be received in this fiund.

The Enterprise, Airport Fund deficit occurred because the City is unable to generate sufficient income fro
the airport operation to operate the airport. The City has no plans to eliminate this deficit. ‘

Risk Management

The City is exposed to various risks of Toss related to torts; thefi, damage to and destruction of assels; erTors
and omissions; injuries to employees; and natural disasters. These risks are covered by the purchase of
commercial insurance. The City assumes liability for any deductibles and claims in excess of coverage
limitations, Settled claims from these risks have not exceeded commercial insurance coverage in any of the
past three fiscal years.

Landfill Closure

The City landfill closed on April 1, 1994. Closure costs were incurred by the City in prior years for a final
cover. Because the landfill closed before the effective date of state and federal rules and repulations, the
City is not required to meet certain postclosure care requirements or demonsirate financial assurance for
closure and postclosure care. However, state law requires the City to conduct ground water monitoring at
the landfill for 30 years.

Contingencies

The City participates in a number of Federal and State grant/loan programs. These programs are subject to
program compliance audits by the grantors or their representatives. Entitlement to these resources is
generally conditional upon compliance with the terms and conditions of grant and loan agreements and
applicable federal and state regulations, including the expenditure of resources for allowable Purposes.
Any disallowance resulting from a federal or state audit may become a liability to the City. The City’s
management believes such revisions or disallowances, if any, will not be material to the City.

The City is paying its lease-purchase payment from a debt service tax levy, as documented in Note 4 above,
However, it is unclear if the City should have paid the lease-purchase payment from a debt service tax levy
or from the General Fund. In the event it is determined the lease-purchase payment should have been paid
from the General Fund, the City may have to repay the property owners of the City the amount of the debt
service tax levy used to pay the lease-purchase. Total amonnt paid by the City from the debt service tax
levy for this lease-purchase as of June 30, 2014, is unknown. :

Commitmenis

The City and Lucas County entered into an agreement whereby the Sheriff’s Office would provide dispatch
services to the City. The agreement between the City and Lucas County expired on June 30, 2014.
However, effective July 1, 2014, the agreement automatically renewed on a fiscal year-to-year basis. The
total amount scheduled to be paid by the City in fiscal year 2015 to Lucas County in relation to this
agreement is $69.430. :

The City and PeopleService, Inc. (PeopleService) have entered into an agreement with an effective date of
July 1, 2014. The agreement is a three year agreement. The agreement with PeopleService states that
PeopleService will operate and maintain the City’s sewer system. During fiscal year 20135, the City will
pay PeopleService $17,797 per month. On each July 1, the fee paid by the City to PeopleService will be
adjusted based on the change in the consumer price index for all urban consumers.
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The City entered into a construction contract for street improvements to North 6% Sireet. The total bid was
$319,021, with no disbursements in fiscal year 2014 on this project. This work will be paid for as work
progresses in fiscal year 2013.

The City entered into a construction contract for roof repairs at the pool. The total bid was $112,006, with
no disbursements in fiscal year 2014 on this project. This work will be paid for as work progresses in fiscal
vear 2013.

The City entered into a construction project with a contracter to construct a new bridge. The total contract
amount was §1,230,962, with no disbursements to the construction contractor in fiscal year 2014 on this
project. The work will be paid for as work progresses in fiscal year 2015. The City plans to pay for this
project with a $1,000,000 federal prant, and from existing cash reserves.

The City is in the process of an upper-level housing rehabilitation program. The City received a
$1,140,000 federal grant for this project. Total cost of this project is approximately $1,600,000. As of
June 30, 2014, the City had spent approximately $174,000 on this project, and received an approximate
$135,000 in federal grant reimbursement. 1t is anticipated this project will be completed in fiscal year
2015,

The City received a federal grant in relation to the facade rehabilitation program. As of June 30, 2014,
minimal costs were incurred in relation to this grant, It is anticipated the costs associated with this program
will be incwrred in fiscal year 2015 and 2016.

_Fund Balance

The City’s assigned fund balance in the General Fund as of June 30, 2014 consists of the following:

Purpose Amount
Cemetery $227,452
Library 393,927
Park 5,128
Recycling 41,475
Total $ 667,982
Subsequent Eventis

The City has evalnated all subsequent events through February 2, 2015, the date the financial statements
were available to be issued.

In fiscal year 2015, the City borrowed $47,429 for the purchase of two new vehicles. The City will make
loan payments on these vehicles until paid.

Prospective Accounting Change

The Govemnmental Accounting Standards Board has issued Statement No. 68, Accounting and Financial
Reporting for Pensions — an amendment of GASB No. 27. This statement will be implemented for the fiscal
year ending June 30, 2015. The revised requirements establish new financial Teporting requirements for
state and local governments which provide their employees with pension benefits, including additional note
disclosures and required supplementary information.




Other Information
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City of Chariton
Notes to Other Information - Budgetary Reporting

June 30, 2014

The budgetary comparison is presented in accordance with Governmental Accounting Standards Board
Statement No. 4] for governments with significant budgetary perspective differences resulting from not being
able to present budgetary comparisons for the General Fund and each major Special Revenue Fund.

In accordance with the Code of Iowa, the City Council annually adopts a budget on the cash basis following
required public notice and hearing for all funds except Internal Service Funds. The annual budget may be
amended during the year utilizing similar statutorily prescribed procedures.

Formal and legal budgetary control is based npon nine major classes of disbursements known as functions, not
by fund. These nine functions are: public safety, public works, health and social services, culture and recreation,
community and economic development, general government, debt service, capital projecis, and business type
activities. Function disbursements required to be budgeted include disbursements for the General Fund, the
Special Revenue Funds, the Debt Service Fund, the Capital Projects Funds, the Permanent Funds and the
Enterprise Funds. Although the budget document presents function disbursements by find, the legal level of
control is at the aggregated function level, not by fund. During the year, one budget amendment increased
budgeted disbursements by $295,000. The budget amendment is reflected in the final budgeted amounts.

During the year ended June 30, 2014, disbursements exceeded the amounts budgeted in the health and social
services finction.
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City of Chariton
Schedule 2
Schedule of Cash Receipis, Disbursements
and Changes in Cash Balances
Nonmajor Proprietary Funds

As of and {or the year ended June 30, 2014

Enterprise

Airport Storm Water Tolal

Cperating receipts:
Use of money and property § 42,002 - 42,002
Charges for service 41,233 65,417 106,630
Total operating receipts 83,235 65,417 148,652
Operating disbursements:
Business type activities 97.134 31,674 128,808
- Total operating disbursements 97,134 31,674 128,808

Excess (deficiency) of operating receipts over
(under)} operating disbursements (13,899) 33,743 19,844

Non-operafing receipts:

Miscellaneous 7,372 - 7,372
Net non-operating receipis; 7,372 - 7,372
Change in-cash balances (6,527) 33,743 27,216
Cash balances beginning of year (45,592) 54,933 9,341
Cash balances end of year 5 (52,119) 88,676 36,557
Cnsh Basis Fund Balances
Unrestricted P (52,119) 88,676 36,357
Total cash basis fund balances § (52,119) 88,676 36,557

See accompanying independent auditor's report.
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City of Chariton

Schedule 4
Bond and Noete Maturities
June 30,2014
General Obligation Bonds and Notes
Corporate Purpose Corporate Purpose
and Refunding Bonds and Refunding Bonds Corporate Purpose Bond
Issued September 15, 2008  Issued June 28, 2012 Issued June 15,2012
Year Ending  Interest . Interest Interest
June 30, Rates Amount Rates Amount Rates Amount Total
2015 3190% & 2,115,000 1.00% § 10,000 125% § 80,000 2,205,000
2016 - - 1.00% 245,000 2.00% 80,000 325,000
2017 - - 2.00% 250,000 2.00% 80,000 330,000
2018 - - 2.00% 255,000 2.00% 85,000 340,000
2019 - - 2.00% 250,000 - - 250,000
2020 - - 2.00% 255,000 - - 255,000
. 2021 - - 2.00% 260,000 - - 260,000
2022 - - 2.00% 265,000 - - 265,000
2023 - - 2.00% 270,000 - - 270,000
5 2,115,000 § 2,060,000 § 325,000 4,500,000

Revenue Bonds
Sewer Revenue Bond
Issued January 13, 2010
Year Ending  Inmterest

June 30, Rates Amonnt
2015 3.00% § 33,000
2016 3.00% 34,000
2017 3.00% 36,000
2018 3.00% 37,000
2019 3.00% 38,000
2020 3.00% 39,000
2021 3.00% 40,000
2022 3.00% 42,000
2023 3.00% 43,000
2024 3.00% 45,000
2025 3.00% 46,000
2026 3.00% 47,000
2027 3.00% 49,000
2028 3.00% 51,000
2029 3.00% 52,000
2030 3.00% 54,000

S 086,000

See accompanying independent auditor’s report.
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FALLER, KINCHELOE & Co, PLC

T e e e L e E e Ty

/@] Certified Public Accountan ts

Independent Auditor's Report on Internal Control
over Financial Reporting and on Compliance and Other Matters
Based on an Audit of Financia] Statements Performed in Accordance with

Government Auditing Standards

To the Honorable Mayor and
Members of the City Council:

We have audited in accordance with U.S. generally accepted auditing standards and the standards
applicable to financial audits contained in Government Auditing Standards, issued by the Comptroller General of the
United States, the primary government financial statements of the governmental activities, the business type
activities, each major fund and the aggregate remaining fund information of the City of Charjton, lowa (City) as of
and for the year ended June 30, 2014, and the relaied Notes to Financial Statements, which collectively comprise the
City's primary government financial Staternents, and have issued our report thereon dated February 2, 2015, Our
report expressed unmodified opinions on the primary government financial statements of the governmental
activities, the business-type activities, each major fund and the aggregate remaining fund information which were
. .prepared on the basis of cash receipts and disbursements, a basis of accounting other than U.S. generally accepted
accounting principles. Our report expressed an adverse opinion on the primary government financial statements of
the aggregate discretely presented component units due to the omission of the Charijton Municipal Waterworks, the
Chariton Volunteer Fire Department and the Chariton Public Library Foundation.

Interna] Control Over Financial Reporting

In planning and performing our audit of the financial statements, we considered the City's internal control
over financial reporting to determine the aundit procedures appropriate in the circumstances for the purpose of
expressing our opinions on the financial statements, but not for the purpose of expressing an opinion on the
effectiveness of the City’s internal control. Accordingly, we do not express an opinion on the effectiveness of the
City’s internal centrol,

Our consideration of internal control was for the limited purpose described in the preceding paragraph and
was not designed to identify all deficiencies in internal control that might be material weaknesses or significant
deficiencies and, therefore, material weaknesses or significant deficiencies may exist that were not identified.
However, as described in the accompanying Schedule of Findings, we identified deficiencies in internal contral we
consider to be material weaknesses and significant deficiencies, '

7 A deficiency in internal control exists when the design or operation of a control does not allow
manapement or employees, in the normal course of performing their assigned functions, to prevent or detect and
correct misstatements on a timely basis. A material weakness is a deficiency, or a combination of deficiencies, in
internal contro] such that there is a reasonable possibility a malerial misstatement of the City’s financial statements
will not be prevented or detected and corrected on a timely basis. We consider the deficiencies in internal control
described in the accompanying Schedule of Findings as items (A), (B) and (C) to be material weaknesses.
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Compliance and Other Matters

As part of obtaining reasonable assurance about whether the City’s financial statemenis are free of material
misstatement, we performed tests of its compliance with certain provisions of laws, regulations, contracts and grant
agreements, non-compliance with which could have a direct and material effect on the determination of financial
statement amownts. However, providing an opinien on compliance with those provisions was nol an objective of our
audit and, accordingly, we do not express such an opinjon. The results of our tests disclosed no instances of non-
compliance or other matters that are required to be reported under Government Auditing Standards. However, we
noted certain immaterial instances of non-compliance or other matters which are described in the accompanying
Schedule of Findings,

Comments invelving statuiory and other legal matters about the City’s operations for the year ended June
30,2014 are based exclusively on knowledge obtained from procedures performed during our andit of the financial
statements of the City, Since our audit was based on tests and samples, not all transactions that might have had an
impact on the comments were necessarily audited. The comments involving statutory and other legal matters are not
intended to constitute legal interpretations of those statutes,

City’s Responses to the Findings

The City's respanses to the findings identified in our audit are described in the accompanying Schedule of
Findings. The City’s responses were not subjected to the auditing procedures applied in the audit of the ﬁnamnal
_ statements and, accordingly, we express no opinion on them, -

Purpose of this Report

The purpose of this report is solely to describe the scope of our testing of internal control and compliance
and the result of that testing and not o provide an opinion on the effectiveness of the City’s internal control or on
-..compliance. This report i5 an integyal part of an audit performed in accordance with Government Auditing Standards
in considering the City’s internal control and compliance. Accordingly, this communication is not suitable for any
other purpose.

‘We would like to acknowledge the many courtesies and assistance extended to us by personnel of the City
during the course of our audit. Should you have any questmns concerning any of the above matters, we shall ba

pleased to discuss them with you at your convenience.

FATLLER, KINCHELOE & CO., PLC

Des Moines, lowa
February 2, 2013
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City of Chariton
Schedule of Findings

Year ended June 30, 2014

Findings Related 1o the Financial Statements:

INTERNAL CONTROL DEFICIENCIES:

(A} Seprepation of Duties — One important aspect of internal control is the segregation of duties among

®

employees to prevent an individual employee from handling duties which are incompatible. Although
three individuals are involved in the acconnting duties of the City of Chariten, (City) there is
insufficient segregation of duties to prevent one individual from having control over each of the
following areas for the City:

1) Cash - reconciling bank accounts, initiating cash receipts and handling and recording
cash.

2) . Investments — detailed record keeping, custody and reconciling.

3) Long-term debt —recording and reconciling.

4) Receipts — collecting, depositing, posting and reconciling.

'5) Accounting system — performing all general accounting finctions and having
custody of City assets.

6) Disbursements — preparing checks, signing checks and access to the accounting
records.

7) Petty cash — custody, reconciling and recording,

8) Payroli - recordkeeping, preparation and distribution.

Recommendation — We realize with a limited number of office employees, segregation of duties is
difficult. However, the City should review its control procedures to obtain the maximum internal
control possible under the circumstances utilizing currently available staff, including elected officials.
Evidence of review of reconciliations should be indicated by initials of the independent reviewer and
date of the review.

Response — The City will review its control procedures to obtain the maximum internal control
possible with the limited staff it has.

Conclusion — Response acknowledged.

Financial Reporting — We noted that while management is capable of preparing accurate financial
statements that provide information sufficient for City Council members to make management
decisions, reporting financial data reliably in accordance with an other comprehensive basis of
accounting (OCBOA) requires management to possess sufficient kmowledge and expertise to select and
apply accounting principles and prepare year-end financial statements, including note disclosures, Due
to the'technical nature of these requirements, management does not prepare this information, which is
a comimon situation in small entities.

Recommendation —- Obtaining additional knowledge through reading relevant accounting literature and
attending local professional education courses should help management significantly improve in the
ability to prepare OCBOA financial statements,

Response — These are very technical issues that the average citizen would not understand. This issue
relates to auditor independence issues, and we accept the risk associated with not beinp able to prepare
these documents and apply accounting principles in accordance with the QCBOA requirement.

Conclusion — Response acknowledged.
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City of Chariton
Schedule of Findings
Year ended June 30, 2014
(C) Material Adjustment — During the audit, we identified a material amount of property taxes misposied

to an incorrect fund. Adjustments were subsequently made by the City 1o properly report these
amounts in the Cily’s financial statements.

Recommendation — The City should implement procedures to ensure property lax receipts are properly
recorded in the City’s financial statements.

Response — We will double check this in the fisture to avoid posting errors.
Conclusion - Response acknowledged.
INSTANCLS OF NON-COMPLIANCE:

No matiers were noted,
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City of Chariton
Schedule of Findings

Year ended June 30, 2014

Other Findings Related to Required Statutory Reporting:

(1) Certified Budget — Disbursements during the year ended June 30, 2014 exceeded the amount budgeted

@
- 3)

Q)

()

(6)

in the health and social services function. Chapter 384.20 of the Code of lowa states, “Public monies
may not be expended or encumbered except under an annual or continuing appropriation.”

Recommendation — The budget should have been amended in accordance with Chapter 384.18 of the
Code ol lowa before disbursements were allowed to exceed the budget.

Response ~ We will implement this recommendation.
Conclusion - Response acknowledged.

Questionable Disbursements — We noted no disbursements that may not mest the requirements of
public purpose as defined in an Attorney General’s opinion dated April 25, 1979,

Travel Expense - No disbursements of City money for travel expenses of spouses of City officials or
employzes were noted.

Business Transactions - Business transactions between the City and City officials or employees are
detailed as follows:

Name, Title, and Transaction/

Business Connection Description Amount
Christie Metzger, Deputy Clerk Custodial service F 5,250
Christopher Hamilton, Street Employee

Owner, Hamilton Roofing & Siding Roofing 7,990
Avis Goben, Deputy Clerk

Spouse of Steven Goben Custodial service 5,040

The transactions with the above individuals do not appear to represent conflict of interests since they
were entered into through competitive bidding in accordance with Chapter 362.5(3)(d) of the Code of
Iowa,
Bond Coverage - Surety bond coverage of City officials and employees is in accordance with statutory
provisions. The amount of coverage should be reviewed anmually to ensure that the coverage is
adequate for current operations. :

City Council Minutes — No transactions were found that we believe should have been approved in the
Council minutes but were not, except that the City Council did not approve all interfund transfers.

Recommendation ~ The City should implement procedures to ensure all interfund transfers are
approved by the City Council.

Response — We will implement this recommendation.

Conclusion — Response acknowledged.
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City of Chariton
Schedule of Findings

Year ended June 30, 2014

(7) Deposits and Investments — The Enterprise, Sewer Fund does not receive bank interest, even though

(8
&)

this is required by Chapter 12C.9 of the Code of Jowa. During the year, the City owned corporate
stock, which is not a permissible investment in accordance with the Code of lowa, nor with the City’s
investment policy.

Other than the above, no instances of non-compliance with Lhe deposit and investment provisions of
Chapter 12B and 12C of the Code of lowa and the City's investment policy were noted.

Recommendation ~ The Enterprise, Sewer Fund should receive bartk interest, as required by the Code
of lowa. In addition, the City should no longer invest in corporate stock, in accordance with the Code
of lowa requirements.

Response ~ We will implement the above recommendations.

Conclusion — Response acknowledged.

Revenue Bonds — No instances of non-compli.ance wifh the revenue bond resolutibns were noted.
Tax Increment Financing (TIF) — Chapter 403.19 of the Code of Iowa provides a municipality shall

certify loans, advances, indebtedness and bonds (indebtedness) to the County Auditor which qualify
for reimbursement from incremental property tax. Such certification makes it a duty of the County

- Auditor to provide for the division of property tax to repay the certified indebtedsiess. Chiapter 403.19

of the Code of Towa does not allow a municipality to set aside property tax divided for tax increment
purposes for future urban renewal projects. Indebtedness incurred is to be certified to the County
Auditor and the divided property tax is to be used to pay the principal of and interest on the certified
indebtedness. In addition, Chapter 403.19(5)(b) of the Code of Towa requires the City to certify the
amount of reductions resulting from reduction in debt or for any other reason to the County Auditor.

The City plans to use expected future TIF receipts to pay legal fees and engineering services which
were paid in the fiscal year from the Special Revenue, Tax Increment Financing Fund. However, the
City has not certified these costs as TIF .debt.

Recommendation — The City should consult TIF legal counsel to determine the disposition of the
City’s TIF certifications and the amount of TTF debt to be certified.

Response ~ We will consult with our legal counsel.

Conclusion ~ Response acknowledged.

(10) Lease Purchase —~ The City entered into a capital lease for the lease-purchase of a street sweeper. In

May, 2011, the City passed a resolution which stated the City pledges the full faith and credit of the
City for payment of the amounts due on this lease-purchase agresment. As a result of this resolution,
the City levied a debt service levy in fiscal year 2014 to pay the lease payment from the Debt Service
Fund.” However, in June, 2011, the City signed an agreement with the lease finance company which
stated that the lease payments in relation to this lease-purchase agreement were payable from the
General Fund of the City. City personnel appeared to be unaware of this inconsistency until we
brought this to their attention.

Recommendation — The City should consult with legal counsel to determine the appropriate resolution
of this matter,

Response — We-will implement this recommendation.

Conclusion — Response acknowledged.
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(11)Financial Condition — The Special Revenue, Tax Increment Financing Fund and the Enterprise, Airport
Fund had deficit balances of $5,246 and 552,119, respectively, at June 30, 2014.

Recommendation - The City should investigate alternatives to eliminate these deficits 1o return these
funds to a sound financial position.

Response — We will review this and tale appropriate action.
Conclusion — Response acknowledged.

(12) Annual Urban Renewal Report — The annual urban renewal report was properly approved and certified
to the Jowa Department of Management on or before December 1 and no exceplions were noted.
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